REPORT OF THE AUDITOR-GENERAL TO THE PROVINCIAL LEGISLATURE 
AND COUNCIL ON THE FINANCIAL STATEMENTS AND PERFORMANCE 
INFORMATION OF KING SABATA DALINDYEBO MUNICIPALITY FOR THE 
YEAR ENDED 30 JUNE 2009 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 


1. I have audited the accompanying financial statements of the King Sabata 
Dalindyebo Municipaiity which comprise the Statement of Financial Position as 
at 30 June 2009, statement of financial performance, statement of changes in 
net assets and cash flow statement for the year then ended, and a summary of 
significant accounting policies and other explanatory notes, and the accounting 
officer’s report, as set out on pages xx to xx. 

Responsibility of the accounting officer for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with Statements of Generally 
Recognised Accounting Practice (GRAP) and in the manner required by the 
Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) and for 
such internal control as the accounting officer determines is necessary to enable 
the preparation of financial statements that are free from material misstatement, 
whether due to fraud or error. 

The Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 
1996 read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) 
(PAA) and section 126(3) of the MFMA, my responsibility is to express an 
opinion on these financial statements based on my audit. 

4. I conducted my audit in accordance with the International Standards on Auditing 
read with General Notice 616 of 2008, issued in Government Gazette No. 31057 
of 15 May 2008. Those standards require that I comply with ethical requirements 
and plan and perform the audit to obtain reasonable assurance about whether 
the financial statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the 
amounts and disclosures in the financial statements. The procedures selected 
depend on the auditor’s judgement, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or error, 
in making those risk assessments, the auditor considers internal control relevant 
to the entity’s preparation and fair presentation of the financial statements in 
order to design audit procedures that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion on the effectiveness of the entity’s 
internal control. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of accounting estimates made 
by management, as well as evaluating the overall presentation of the financial 
statements. 

6. Paragraph 11 et seq. of the Statement of Generally Recognised Accounting 
Practice, GRAP 1 Presentation of Financial Statements requires that financial 
reporting by entities shall provide information on whether resources were 



obtained and used in accordance with the legally adopted budget. As the budget 
reporting standard is not effective for this financial year, I have determined that 
my audit of any disciosures made by King Sabata Daiindyebo Municipaiity in this 
respect will be limited to reporting on non-compliance with this disclosure 
requirement. 

7 . I believe that the audit evidence i have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 

Basis for qualified opinion 

Property, plant and equipment 

8. The asset register used to support the carrying amount of property plant and 
equipment of R516 million disclosed in the statement of financial position and in 
note 7 to the financial statements did not include all properties registered in the 
name of the municipality and also contained limitations that resulted in it not 
being possibie to physicaily verify property, plant and equipment with a carrying 
amount of R3,9 million (2008: R15,8 miliion). The avaiiable records did not 
permit the appiication of alternative procedures to this amount. 

9. The depreciation calcuiations applied by the municipality did not take residual 
values, as required by GRAP 17 Property, Plant and Equipment, into account. It 
is not possibie to determine the amount by which property piant and equipment 
is misstated as the residual values are unknown. As a result I cannot confirm 
that the value at which property, piant and equipment has been disclosed is 
correct. 

Investment properties 

10. The valuator’s workings detailing the assumptions, methods and calcuiations 
used to arrive at the adjustment of R41,6 million referred to in Note 9 to the 
financial statements were not provided for audit purposes. The available records 
did not support the application of alternative procedures on the valuations. As a 
resuit it was not possibie to obtain sufficient appropriate evidence that the 
vaiuation of these properties is correct. 

Revenue from exchange transactions 

1 1 . Lease agreements supporting the rental income of R6,9 million disclosed in note 
23 to the annuai financial statements were not provided. The municipality's 
accounting records did not permit the application of alternative procedures. As a 
resuit it was not possible to obtain sufficient appropriate evidence relating to the 
compieteness, accuracy and occun-ence of rental income as disclosed. 

Provisions 

12. The municipality, which operates landfill sites, has an obligation in terms of 
section 28 of the National Environment Management Act, 1998 (Act No. 107 of 
1998) to restore such sites. The municipality does not assess the remaining 
useful life of landfill sites. Detailed records of the capacity of landfill sites are not 
maintained by the municipality’s engineers. Consequently, a provision for the 
rehabiiitation of landfill sites has not been made in the financial statements. Due 
to the specialist nature of such a provision and lack of appropriate records, I was 
unable to determine the extent of the misstatement. 



Leave accruals 

13. The leave records including leave registers and leave balances used to support 
the leave accrual were not properly maintained. As a result sufficient appropriate 
evidence relating to the completeness, existence and accuracy of the leave 
accrual of R12,3 million (2008 ; R13,5 million) disclosed in note 11 could not be 
obtained. 

Corresponding figures 

14. The audit report on the financial statements for the year ended 30 June 2008 
contained a disclaimer of opinion on the financial statements taken as a whole. 
This was a result of significant uncertainties and a limitation on the scope of the 
audit. No adjustments have been effected to the financial statements to correct 
the matters raised in the prior year audit report. As a result, the effect of the prior 
year uncertainties and scope restriction on the corresponding figures of 
accumulated surplus, property, plant and equipment, provisions, cash and cash 
equivalents, inventory, accounts receivables, investments, revenue, capital 
commitments and contingent liabilities could not be determined. The municipality 
has also not addressed the issues raised in the previous audit report as required 
by section 131 (1 ) of the MFMA. 

Qualified audit opinion 

15. In my opinion, except for the possible effects of the matters described in the 
basis for qualified opinion paragraphs, these financial statements present fairly, 
in all material respects, the financial position of the King Sabata Dalindyebo 
Municipality as at 30 June 2009 and its financial performance and its cash flows 
for the year then ended, in accordance with Generally Recognised Accounting 
Practice and in the manner required by the MFMA and DoRA. 

OTHER MATTERS 

I draw attention to the following matters that are ancillary to my responsibilities in the 

audit of the financial statements: 

Non-compliance with applicable legislation 

16. In terms of section 28 of the Value Added Tax Act, 1991 (Act No. 89 of 
1991)(VAT Act) the municipality is required to submit VAT returns on the 25®’ 
day of the month. During the year under review VAT returns were not submitted 
to the South African Revenue Services by the legislated deadline. 

17. The municipality is on the cash payment basis and as such is allowed only to 
claim input VAT upon the payment of suppliers. The municipality contravened 
section 16 of the VAT Act by claiming input VAT of R4 million before payment 
was made. 

18. Management could not provide evidence that it had obtained or requested 
prospective buyers to declare whether they are in the service of state or were 
employed by the state in the previous two years as required by regulation 44 of 
the Supply Chain Management Regulations issued in terms of the MFMA. 

Governance framework 

19. The governance principles that impact the auditor’s opinion on the financial 
statements are related to the responsibilities and practices exercised by the 
accounting officer and executive management and are reflected in the internal 
control deficiencies and key governance responsibilities addressed below: 



Internal control deficiencies 

20. Section 62(1)(c)(i) of the MFMA states that the accounting officer must ensure 
that the municipality has and maintains effective, efficient and transparent 
systems of financial and risk management and internal control. The table below 
depicts the root causes that gave rise to the deficiencies in the system of internal 
control, which led to the qualified opinion. The root causes are categorised 
according to the five components of an effective system of internal control. {The 
number listed per component can be foliowed with the legend below the table.) 
in some instances deficiencies exist in more than one internal control 
component. 


Par. no. 

Basis for quaiified opinion 

CA 

M 

8-9 

Property, plant and equipment 

3,4 


10 

Investment property 

4 

1 

11 

Trade and other receivables from exchange transactions 

4 


12 

Provisions i 

3 


13 

Leave accrual 

3 


14 

Corresponding figures 

4 






There is inadequate segregation of duties to prevent fraudulent data and asset misappropriation. 

1 

Genera) information technology controls have not been designed to maintain the integrity of the information system and the 
security of the data. 

2 

Manual or automated controls are not designed to ensure that the transactions have occurred, are authorised, and are 
completely and accurately processed. 

3 

Actions are not taken to address risks to the achievement of financial reporting objectives. 

4 

Control activities are not selected and developed to mitigate risks over financial reporting. 

o 

Policies and procedures related to financial reporting are not established and communicated. 

a 

Realistic targets are hot set for financial performance measures, which are in turn not linked to an effective reward system. 

a 



Ongoing monitoring and supervision are not undertaken to enable an assessment of the effectiveness of internal control 
over financial reporting. 

1 

Neither reviews by internal audit or the audit committee nor self -assessments are evident. 


Internal control deficiencies are not Identified and communicated in a timely manner to allow for corrective action to be 
taken. 

3 


Key governance responsibilities 


21. The MFMA tasks the accounting officer with a number of responsibilities 
concerning financial and risk management and internal control. Fundamental to 
achieving this is the implementation of key governance responsibilities, which I 
have assessed as follows: 


No. 

Matter 

Y 

N 

1. 

No significant difficulties were experienced during the audit 
concerning delays or the availability of requested information. 



2. 

The financial statements were not subject to any material 
amendments resulting from the audit. 



3. 

The annual report was submitted for consideration prior to the 
tabling of the auditor’s report. 


■ 

4. 

The annual financial statements were submitted for auditing as 
per the legislated deadlines section 126 of the MFMA. 



5. 

Key officials were available throughout the audit process. 


■m 

6. 

Audit committee 













No. 

Matter 

Y 

N 


• The municipality had an audit committee in operation 
throughout the financial year. 



• The audit committee operates in accordance with approved, 
written terms of reference. 



• The audit committee substantially fulfilled its responsibilities 
for the year, as set out in section 166(2) of the MFMA. 


v/ 

7. 

Internal audit 




• The municipality had an internal audit function in operation 
throughout the financial year. 



• The internal audit function operates in terms of an approved 
internal audit plan. 



• The internal audit function substantially fulfilled its 
responsibilities for the year, as set out in section 1 65(2) of the 
MFMA. 


7 

8. 

There are no significant deficiencies in the design and 
implementation of internal control in respect of financial and risk 
management. 



9. 

There are no significant deficiencies in the design and 
implementation of internal control in respect of compliance with 
applicable laws and regulations. 



10. 

The information systems were appropriate to facilitate the 
preparation of the financial statements. 



11. 

A risk assessment was conducted on a regular basis and a risk 
management strategy, which includes a fraud prevention plan, is 
documented and used as set out in section 62(c)(i) of the MFMA. 



12. 

Delegations of responsibility are in place, as set out in section 79 
of the MFMA. 



13. 

The prior year audit findings have been substantially addressed. 



14. 

The information systems were appropriate to facilitate the 
preparation of a performance report that is accurate and 
complete. 



15. 

Adequate control processes and procedures are designed and 
implemented to ensure the accuracy and completeness of 
reported performance information. 



16. 

A strategic plan was prepared and approved for the financial year 
under review for purposes of monitoring the performance in 
relation to the budget and delivery by the King Sabata Dalindyebo 
Municipality against its mandate, predetermined objectives, 
outputs, indicators and targets section 68 of the MFMA. 



17. 

There is a functioning performance management system and 
performance bonuses are only paid after proper assessment and 
approval by those charged with governance. 




Management’s attention is specifically drawn to the following key governance 
responsibilities which, according to the above table, have not been effectively 
addressed: 


22. Delays were experienced during the execution of our audit as a result of the 
Municipality not providing documentation and explanations required for audit 
purposes on a timely basis. 



23. Material amendments arising from a lack of /inadequate application of controls 
were processed to the financial statements that were submitted for audit. These 
amendments contributed to the delay in finalising the audit report. 

24. The audit committee was ineffective in the performance of its duties in terms of 
its mandate in that annual financial statements were not reviewed by the audit 
committee before submission for auditing. 

25. The Internal Audit function was ineffective in performance of its duties in terms of 
the Internal Audit Charter. The internal audit section is understaffed as it 
composes of only the manager and secretary. 

26. The significant deficiencies in the design and implementation of internal control in 
respect of financial and risk management were attributed to a lack of approved 
and implemented policies being in place for the whole of the year under review, 
isolation of responsibility and to key internal controls and processes that were 
either not in place or not functioning as intended. 

27. As reported in “Other Matters” above, as well as in the Management Report, there 
are instances of non-compliance with legislation that were identified. This is due 
to a lack of monitoring of compliance by management. 

28. Risk assessment was not performed by the municipality during the period under 
review. 

29. Prior year audit findings were not addressed or followed up. 

30. The information systems were not appropriate to facilitate the preparation of 
performance information that is accurate and complete. 

Investigations 

31. There were seven investigations involving staff members and fraud conducted 
during the year under review. Five of these investigations have been finalized 
subsequent to the year end and two are still ongoing. 


OTHER REPORTING RESPONSIBILITIES 

Reporting on performance information 

32. 1 have audited the performance information as set out on pages xx to xx. 

Responsibility of the accounting officer 

33. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality 
must include the annual performance report of the municipality prepared by the 
municipality in terms of section 46 of the Local Government: Municipal Systems 
Act, 2000 (Act No. 32 of 2000) (MSA). 

Responsibility of the Auditor-General 

34. 1 conducted my engagement in accordance with section 13 of the Public Audit 
Act, 2004 (Act No. 25 of 2004) read with General Notice 616 of 2008, issued in 
Government Gazette No. 31057 of 15 May 2008 and section 45 of the MSA. 

35. In terms of the foregoing my engagement included performing procedures of an 
audit nature to obtain sufficient appropriate audit evidence about the 
performance information and related systems, processes and procedures. The 
procedures selected depend on the auditor’s judgement. 



36. 1 believe that the evidence I have obtained is sufficient and appropriate to 
provide a basis for the audit findings reported below. 

Audit findings 

Non-compliance with regulatory requirements 

37. No audit evidence could be obtained to confirm that the integrated development 
plan of the municipality was submitted to the MEC for Local Government within 
10 days of its adoption as required by section 32 (1)(a) of the Municipal Systems 
Act. 

No performance management system 

38. The municipality has not established a performance management system as 
required in terms of section 38(a) - (c) of the Municipal Systems Act 32 of 2000 
(read with section 165(2)(b)(v) of the Municipal Finance Management Act No. 56 
of 2003). 


Usefulness and reliability of reported performance information 

39. The following criteria were used to assess the usefulness and reliability of the 
information on the municipality’s performance with respect to the objectives in its 
IDP: 

• Consistency: Has the municipality reported on its performance with regard to 
its objectives, indicators and targets in its approved [strategic plan/corporate 
plan/annual performance plan/integrated development plan]? 

• Relevance: Is the performance information as reflected in the indicators and 
targets clearly linked to the predetermined objectives and mandate. Is this 
specific and measurable, and is the time period or deadline for delivery 
specified? 

• Reliability: Can the reported performance information be traced back to the 
source data or documentation and is the reported performance information 
accurate and complete in relation to the source data or documentation? 

The following audit findings relate to the above criteria: 


Inconsistently reported performance information 

40. An inspection of the performance information revealed that the reported 
information did not show the actual achievements against predetermined 
objectives (targets), nor did the IDP contain planned targets. 



APPRECIATION 


41. The assistance rendered by the staff of the King Sabata Dalindyebo Municipality 
during the audit is sincerely appreciated. 






East London 
14 May 2010 
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